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Kozumplik, Joanne (ASRC) 



From: STIC-ILL 



Sent: Tuesday, March 09, 2004 12:17 PM 
To: Kozumplik, Joanne (ASRC) 



Subject: FW: ILL Request 



— Original Message 

From: Lehman, Karen 

Sent: Tuesday, March 09, 2004 11:37 AM 

T : STTC-ILL 

Cc: Griffin, Etelka 

Subject: ILL Request 

For Examiner James Reagan 
AU3621 

Natural Gas Week, 8-3-1998 p.4 

Article about a FERC meeting in which Stuart Maudlin addressed setting reserve prices using a Vickrey 
Auction model. 

This issue is supposed to be available fulltext on Westlaw but the article didn't come up. 



Thanks. 



Karen 




3/9/04 



Joanne: 

Order 146-485976 

We were not able to find an exact match. However, there were two articles about 
FERC in the August 3, 1998 issue. We have supplied both articles for you. This 
is the closest we could find. 

Sue 



• Thrmoil... 

(continued from page 3) 

higher, affecting the viability of longer-term contracts as 
well. McCall said LG&E would exit the merchant business 
by either selling fixed-price obligations or negotiating reso- 
lutions with counter parties. 

The most unexpected element was the scale of th de- 
faults. "I don't think parties saw the failure of A-rated cred- 
it counter parties," he said, referring to the Springfield, HI., 
municipal system. 

"If they agree to sell you power, you expect them to sell 
the power. It's net as though you were dealing with some 
four- or five-person office calling itself an energy trader." 

LG&E had been in the natural gaa marketing and trading 
business for years through its LG&E Natural subeiaaiy, for- 
merry Hadson Gas, and had ample experience dealing in a 
c»nranodrty going thitnagh 

pected more parallels between gas and electricity, McCall 
said. Unfortunately, not enough parallels exist 

"Producers of [electricity] are way down on the learning 
curve of when to hold, when to sell or hedge or worry about 
credit," he said. "Electricity is not something you can store. 
And more transmission capacity was impaired than was an- 
ticipated.* 

— Barbara Shook 

FERC Gives Pipes Rate Relief 
Seeks Input cm Capacity Issues 

The Federal Energy Regulatory Commission (FERC) last 
granted natniiri gas pipeK 
going turf war with producers to capture a greater share of 
revenue in the expanding gas market FERC adopted more 



flex i bl e rules to allow pipelines a higher return on equity 
(ROE) and proposed rwisons that would fundamentally alter 
the manner in which the secondary gas market is regulated 
In a massive notice of proposed rulemaking (NOPRJ, 
FERC invited comments from the industry on several 
sweeping proposals, most notably to remove price caps on — 
and establish auctions for — released pipeline capacity in 
the short-term markets, and to allow pipelines to negotiate 
rates and terms of service. 

_ Whik the NOPR will surely spawn a groundswell of protest 
from shippers and a protracted struggle of accusations and ac- 
rimony, pipelines for the moment can savor FERC's ruling, 
which revises ita method for deter^^ and effective- 

ly grants pipelines a greater share of the revenue pie. 

The decision — handed down in separate rate proceedings 
conr*rmng Iroquois Gas Transmission System LP, Williams 
Natural Gas Co., WUKston Basin Ihtei^te Pipelio^ Cb. and 
Transcontmental Gas Pfpe Line Corp. — adjusted the ROE 
formula to place greater weight on short-term growth projec- 
tions of the market and discontinued a rule requiring pipe- 
li ros' e quity ratio fall within a range of similar companies. 

FERC recently had adopted a two-step, discounted cash 
flow method, which pipelines complained low-balled growth 
estimates, thereby lowering their designated ROE. 

Applying that methodology in an earlier case, an admin- 
istrative law judge had ruled that Iroquois Gas should re- 
ceive a 10.97% ROE, significantly lower than the 14% ROE 
which Iroquois was to earn when certified. 

Ververae Incentives' Cited 

FERC also said it would no longer penalize pipelines for 
creating "efficknaes* and moving from a high-risk to a low- 
risk project FERC Chairman James J, Hoecker argued that 
these "pervaree u^ntivesf had necessitated a lower ROE 
for pipelines which had improved their services. 

(continued on page S) 



SALT CAVERN STORAGE 

(Billion Cubic Feet) 



Facility 


State 


MMefd MMofil 
Max Max 
Injection Withdraw 


July 24 
Bcf Bef 
Capacity Woriria* 


»Foll 


Bcf Chng 
Weekly 


Bcf Chng 
From 1st 


Bcf 
Capacity 


July 1 
Bcf 
Working 




Bethel 
Lone Star 


Tex, 


132 


600 


NA 


NA 


NA 


NA 


NA 


NA 


NA 


NA 


Hattie«burg 

Hattiesburg 


Miaa. 


175 


350 


6.6 


3.6 


64% 


-0.3 


0.0 


5.6 


3.5 


64% 


Mas* Bluff 

Tejas 


Tex. 


150 


900 


9.4 


ao 


65% 


0.2 


2.0 


9.4 


6.0 


64% 


North Dayton 
HNG Storage 


Tex. 


250 


500 


6.3 


4.6 


73% 


-0.1 


0.5 


6.3 


4.1 


65% 


Petal 
Crystal Oil Co. 


Miss. 


160 


320 


3.2 


2.2 


69% 


0.0 


0.2 


3.2 


2.0 


63% 


Stratton Ridge 
Tejas Ship Channel 


Tex. 

LLC 


80 


250 


2.0 


1.0 


49% 


-0.1 


0.0 


2.0 


1.0 


48% 


Stratton Ridge 
KN Energy 


Tex. 


50 


100 


6.8 


1.3 


19% 


0.0 


0.0 


6.8 


1.3 


19% 


Wilson Storage 

Valero 


Tex* 


360 


800 


7.2 


2.7 


37% 


0.1 


0.1 


7.2 


2.5 


35% 


Taggy 

Mid-Con. MkL Ctr. 


Kan. 


190 


190 


2.9 


1.8 


62% 


0.0 


0.0 


2.9 


1.8 


62% 


Total: 




1,547 


4,010 


4&3 


25.1 


58% 


•O.l 


2-9 


43.3 


22.2 


51% 



i 
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(continued from page 4) 

"In the past, regulatory practices have, to some extent, re- 
warded less efficient, higher risk companies with higher 
ROBs, giving them little incentxv to improve their man- 
agement, operations and customer satisfaction, * FEHC said 
in the Transcontxn ental rate revision case. 

"Ultimately, the benefits of this new policy will accrue to 
rate payers," ittSKC said, as pipelines will have greater incen- 
tive to improve services and enhan^ their market position. 

Pipelines held a conference in late January to highlight 
what they deemed were flaws in FERCs method for deter- 
mining ROE , arguing that the diminished ROE provided no 
incentive to build new capacity to aooommodate an expect- 
ed 30 Tcf gas market by 2010. 

The complaints apparently did not fall on deaf ears. 
Hoecker said that die January symposium exposed to 
FERC tb at the old rules for establishing ROE were far too 
rigid and did not allow pipelines to plead their unique cir- 
cumstances during a rate case." 

The new, more flexible ROE methodology effectively 
boosted Transcontinental^ ROE to 12.49%, and Iroquois 
Gas's to 12,38% from 10.97%. Williams Natural Gas was al- 
lowed an ROE of 13.4%. 

Mega-NOPR to liberalize Market 

In a unanimous ruling, FERC also proposed a NOPR that 
would fundamentally alter the rules for short-term pipeline 
contracts, with the thrust of the proposed revisions to foster 
a more competitive secondary market 

While longtecm transportarion w 
based regulation, FERC would eesentialty step away fiom the 
short-term markets — defined as agreements of less than one 
year — aiwi serve as less of a governing b 
ere to protect aga^ 

The proposed changes would: 

• Remove the price cap on released capacity and firm 



and intorruptible tr ansportation in the short-term markets. 
In the NOPR, FERC notes that under current rules holders 
have no incentive to release capacity during peak periods, 
the time when the industry would most benefit from maxi- 
mum shipping capacity. 

• Require pipelines to auction short-term capacity on the 
open market FERC would revise reporting requirements 
and create more uniform nominating procedures for re- 
leased capacity, with the effect to create greater trans- 
parency in the market and guard against price discrimina- 
tion and market power abuse. 

• Permit greater flexibility to pipelines to negotiate the 
terms and conditions of service with individual shippers, 
while protecting captive customers from discrimination. 

— Andrew H. Ware 

FERC Proposal Aims to Improve 
Commission's Complaint Process 

Hie Federal Energy Regulatory Commission (FERC) last 
week proposed procedures for resolving complaints that 
would apply uniformly to the electricity and natural gas sec- 
tors. The changes are intended to encourage and support 
the tamely resolution of differences among parties while rec- 
ognizing the evolving marketplace. 

FERC is seeking comments within 60 days oftheproposaTs 
publication in the Federal Register, which is expected soon. 

Under FERCs notice of proposed rulemaking (NOPR), 
complainants are directed to resolve their differences by 
taking advantage of what FERC Chairman James J. 
Hoecker referred to as a "triage process," which puts com- 
plaints on a fast track for closure through an alternative dis- 
pute resolution (ADR), a formal hearing or a decision based 

(continued on page 6) 




Prices and Differentials for Major Hubs and Selected City Gates 

August 3, 1998 

US#MHBtu 



NOTES: 

<1) Soma* Wash.; Kingsgate, B.C.; 
Emerson, Manitoba; and Niagara 
Falls, Ontario, are reported as 
major impart points from Canada. 

(2) City Oats represents the cost of 
gas at the point at which the city's 
local distribution company takes 
title to the gas, except in Los 
Angeles where end-users take title 
to gas delivered on Southern Cali- 
fornia Gaa Co.'q extensive, inter- 
state pipeline-sized distribution 
system, which reaches eastward, 
for example, to the state border 
with Arizona (at Topock, Ariz.). 

(3) Malin. Ore., is the point at which 
Pacific Gas Transmission Co. 
delivers gas into Pacific Gas & 
Electric Co. s Line 400. ' 

(4) At) prices are volume-weighted. 

(5) Differentials reflect the price 
difference between the two points, 
and could be used to represent 
pipeline transportation costs. 
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* FERC... 

(continued from page 5) 
on the pleadings. 

1 don't want to encourage over-reliance on complaints 
We tare not advising parties to invfteua into every commer- 
cial dispute...but where appropriate we have to stand 
ready... with answers and advice and we have to have those 
expeditLously" Hoecker said. 

The NOPR essentially encourages complainants to re- 
solve problems informally. If formal complaints are filed 
with the agency, the complainant has to identify the prob- 
lem, explain what action is being sought and why, and pro- 
vide the same information to other interested parties. 

It's a very positive, workable approach for dealing with 
compliance and enforcement issues" that doesn't put a 'drag 
on the economy," said Sheila Slocum Hollis, a partner with 
law fern Duane Morris and Heckschar and formerly 
FERCs first director of enforcement ^ 
The proposed rule, which relates to the "FERC First* phi- 
losophy of promoting competitive markets (NGW, 6-15-98 
p.3), is the agency's attempt to "cross-fertilize* between the 
fuel and power interests, explained Chris Ibrbes, Erector of 
federal commercial and regulatory policy for the Edison 
Electric Institute (EEI). 

Following a FERC arbitration symposium earlier this 
year, four major electric industry groups, inrlnHing BET 
proposed a six-track ADR procedure that would speed up 
f^^ Cy>6 process ^solving disputes (NGW, 6-29-98, 
P rocedurea "harmonize closer/ 5 with FERC'b 
NOPR and are designed for a commercial rather than reg- 
ulated environment, Forbes said 
^cong this sentiment, FERC Gmimisaioner Curt 



ideas with lighter-handed regulation in mind As industry 
staves for the highest level of efficiency in the competitive 
arena, so should the commission seek the optimum meth- 
ods to solve disputes which will arise." 

FERC Coinmissioner William L. Massey, a Democrat, 
was sworn in last week to serve a second five-year term. His 
first term expired on June 30 and he was confirmed by the 
Senate on June 26. 

—Victoria K. Green 

Syntroleum Marks Public Debut 
With Vote of Confidence in GTL 

Wittr its debut as a pubKc conn^any scheduled for later thffi 
week. Syntroleum Corp. is 1ooMd« for a nature filled whh nat- 
ural gas^to-Iiquids (GTL) conversion projects in spite of $12- 
$14 oil prices, President Mark Agee said last week 
^ Agee told potential investors at a ^roadshow* in Houston 
that Syntroleum expects to develop both stand-alone GTL 
projects at remote locations and other ventures that would 
be integrated with oil production and associated-gas dis- 
posal perations. 

Th Q GTL process converts natural gas into a variety of 
higher value middle distillate liquids such as hearing oil, 
kerosine and jet fuel and a variety of special products such 
as industrial waxes and drilling fluids. 

The conversion process is well established, but it has not 
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been considered e«momicaIIy viable until recent advances 
in the technology. Nevertheless, most GTL project sponsors 
nave said they need $18 oil to ensure an adequate return. 

Agee said the economics for every facility are unique to 
that project and location. Even at $ W oil prices, some pro- 
jects are going to be economically feasibl . 

As an example, he cited a situation where an oil produc- 
er has a supply of associated gas, but no local market and a 
prohibition against flaring. In this case, the associated gas 
either was not needed or in excess of the volume required for 
re-injection for reservoir pressure maintenance. 

The feedstock gas for a GTL plant then would have a neg- 
ative cost, equal to what the operator was saving by not hav- 
ing to re-inject the gas, Agee said. 

"In that type of scenario, it's not difficult at all for a GTL 
plant to be economic," he said. 

Syntroleum expects two primary sources of revenues, 
said Randall M. Thompson, CFO. The first is through li- 
censing agreements with third parties. 

The licensee would pay an up-front, lump-sum fee for the 
ngnt to use Syntroleum's technology and an ongoing fee for 

(continued on page 7) 



City Gaie Prices 




Jury 1,1998 

<$VMMBtu> 




City 

Austin, Ten* 
Vakro Tjtumiiusmot Co. 


Bid Week 
for Auguet 

2,01 


Bid Week 
tor July 

2.3S 


Boaton, Mua. 

Algonquin GtoTra/wimMkm Co. 


2J2Z 


2 60 


ChteagD.nL 
Natural Qtt Pipeline Co. of America 


1.98 


2.46 


Denver. Colo. 
Colorado Interstate Gu Go, 


1.96 


1JS 


Detroit, Mich. 
ANBPip*lin*Co. 
Panhandle Eeetern Pipe Una Co. 


L98 
1.97 


2.41 
2.43 


Loe Angeles, Call! 

Southern California Natural G&a Co. 


Z78 


2.74 


MiriTMmpoUt, Minn. 
Northern Natural Gei 


L97 


2,37 


NaahvffletTaim. 
Columbia Gulf Tranemiaeion Co. 
Tmrncteea Qaa PipeKna Co». 


1.89 
L90 


Z30 
221 


New York, N.Y. 

Tttmesaee Cm Pfprfine Ca 
Texaa Eastern ItaiamtMianCorp. 
TrwiiesTOttoaatal 0«a Pipe Line Corp. 


2.20 
3.19 
2.18 


2.55 
2.57 
2.5* 


Philadelphia, pi. 
Texaa Eastern TtnmmtMinw f>rp 
Tran«amtiaeDtalGejPfpeLiDeCorp. 


2.18 
Z15 


2.51 
2.64 


Seattle Weah. 

Northwest Pipeline Corp. 


L63 


1.49 


Toronto) Out, 
TranaCanada Pipeline C*, 


1.97 


2.39 


Washington. a& 

Cchxmhia Qaa Tranatmeaion Corp. 
Transcontinental Gaa Pipe Una Corp. 


2.17 
2,17 


2.51 
163 


^* ^ T ^^^ K ^°^ 5* eD8t ^ point at winch the local 
d«toUiUon canpairjr tekea title to the gaa, nsaaEy at the utffltVi gate station. 

PtMsaw reported on a weeto ban: far tilt average pike of cnstrecte wUhdura- 
txnuof 314^ cr fc« rUHerbei Bid Week: Tne» average*, updated the 
iasua of aeefa month. reBort prfcea o^ 



